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The BRICS in the global financial markets

The BRICS in the international money market
One of the first signs of established global finance is the lowering or elimination of barriers between national and international financial markets. It is achieved through liberalization of exchange regulations, creation of proper market infrastructure and elimination of excessive administrative obstacles. Significant lowering of barriers results in lower money market rates, followed by lower pegged prices. Thus, money market rates decreased by over two thirds, down from 24.62% in 1996 to 7.53% in 2006, government bond rates -by almost two thirds from 13.66% in 2002 to 4.84% in 2011 (International Financial Statistics, 2002; International Financial Statistics, 2006 .) The trend of lowering lending rates continued: from 1996 to 2009 the average rate in the BRICS decreased by 3.2 times from 51.64% to 16.16% (to compare: the average lending rate in the USA during the same period was 10.6%) (The World Bank Data, 2011; International Financial Statistics, 2002) .
During the decade preceding the global economic crisis, emerging countries, especially the BRICS, acted as a driving force for the growth of the world economy. It was their need for investment that stimulated the increase in the value of dollar credit to emerging market economies from $92 bln. in 1996 to $300 bln. in 2010 and $3.3 trln in 2016 (International Banking and financial market developments, 1997.-p. 10; BIS 80 th Annual Report, 2010. -p 47; BIS Quarterly Review, September 2016. -A5) . Since the amount of TNC borrowing is significantly higher than the syndication of emerging market companies, their share in the period went down from 16% to 11%. First the BRICS and then other emerging countries demonstrated great resilience during the post-crisis period; they overcame the crisis faster than developed economies, resulting in a 19% increase of their share of a total volume of syndicated borrowings on the international money market, with the BRICS share of 41% ($110.2 bln.) and India and Russia being the major borrowers with $33bln. (BIS Quarterly Report 2006: A82; BIS Quarterly Review 2011: A110).
The BRICS on Debt Capital Markets
As a source of long term investment the debt and capital markets remain the largest and most attractive, as is shown in Table 1 . Source: (BIS Quarterly Review, 2016, рp. A86-А90; A113-A117).
The state remains the main issuer in the emerging countries. As the main economic agent in developing economies, it evokes more trust with TNC and conservative funds. It is interesting to note that in 2005 the issued volume of BRIC government bonds was only half that of the developed countries ($453 bln. against $954 bln.).
The total volume of investment into developing countries doubled during the 6 years (2000-2006) from $216 to $411 bln. It was clear evidence of growing trust, as a result of an increase in credit ratings, profitability and liquidity. The BRICS had become increasingly attractive to TNCs, Mutual Funds and Hedge funds. The international debt capital markets opened the door to business units from BRICS economies because their capitalization, rating history, transparency, and stability were become larger, bigger, better, and more. The initial entry to the international markets was connected with the issue of Eurobonds (See Table 2 ). In 2006-2007 the average volume of issue was $500 mln., period of maturity 5-7 years, coupon 150-200 b.p. over U.S. T-Bills, that adequately reflected the sovereign and corporate ratings. , 9, 2006. -P.91-92; Bloomberg professional, April 29, 2015) . During and after the Global Crises Eurobonds were not the main sources of funding for the BRICS economies. The share of issues from the developed economies was 99% and 99% were USD denominated. But we see the first issues in CHY and ZAR, and maturity dates were increased from 5 to 10 years. The prices of issue were comparable 98.8 (BRICS) vs 97.9-100 (developed economies). All issues used the EuroClear and Clear Stream clearing systems, but the majority of BRICS' issues were structured either as offshore companies from the Cayman Islands, the British Virgin Islands, Cyprus or SPVs in the Netherlands or Ireland. The coupons of BRICS' issues were double that of companies from developed economies (4-13% vs 0.75-4%). Stock markets of the emerging economies during that period were adequately developed and had relatively modern infrastructures with high profitability and liquidity, which made them attractive for global investors. Assets of such leading transnational banks as HSBC, Citigroup, and UBS were located in some 80 countries around the world. By 2000 the economies of developed and developing countries had attracted average annual investment flows amounting to $200-700 bln. Table 3 demonstrates the progress of BRIC companies in the debt securities and capital markets by 2006: their IPOs were placed in the London and Hong Kong financial centres and on the financial periphery in Brazil, accompanied by a GDR option, and leading investment banks such as UBS, CS, Merrill Lynch together with an Indian banker Kotak Mahitra acted as book runners for IPOs. 
New features of the BRICS stock markets.
Before the Global Crisis we saw a trend for stability in Stock Indexes. In 2006 the range of DJIA, FTSE, and NASDAQ was only 7%, coefficient of correlation 0.9, 0.85 and 0.68 accordingly (see Table 4 ). It was one vector and synchronized motion with the DJIA index dominating as a benchmark. Other turbulent factors such as oil prices and macroeconomic imbalances were not yet apparent.
After the Global Crisis this stability did not persist. In 2014-2015 the situation disimproved. The Index Range became 28%, Coefficient of correlation 0.1-0.5. We observed negative trends in Indexes in Brazil, Russia and India. What are the general reasons for this situation? It seems these are the shocks on oil and Forex markets, macroeconomic imbalances and significant falls in the traditional benchmarks. 
Preliminary conclusions
Emerging markets had higher returns (2-3 times), but less stability. In 2006 the emerging market's Index by Morgan Stanley Capital International (MSCI) increased by 29%, DJIA BRIC Index -by 53% (Financial Times. -2007, Jan 20) . It should be noted that Price/Earnings ratio (P/E) was 12-24 (Tabl. 4) and was lower than DJIA and NASDAQ (where the P/E ratio average was 21.5 with annual range 5-60). This shows a trend of increasing rates, capitalization and trading.
Typically, High-tech Companies have Р/Е higher than that of traditional manufacturing industry. Among the leaders on the Indian stock market are IT companies: Lanco Infra -577, Unitech -167, HMT -297, Cambridg Sol -320, while some others include (Znari Inds -1.5, Tata Steel -7.8, Varum Ship -5.5). (The Financial Express. 2007, Jan 25.) Traditionally, the Asian markets are the first to respond to changes in the American financial market, but in 2006 they seemed to be less vulnerable compared to the 1990s. The share of emerging markets in the flow of global private investment capital kept growing (in 2003, it amounted to $3.4 bln. and in 2006 it was $22 bln.) (The Economic Times, 26 Jan 2007). It was as a result of increasing economic growth (7-12%) and stability in the BRICS emerging markets, growing competitiveness and market capitalization (profitability of emerging markets was 2.67 times higher than for the developed ones, at 23% vs 8.6%). Compared to 2006, in 2007 Russian market capitalisation grew by 50% -from $1bln. to $1.5 bln. Indian market capitalisation on NYSE and BSE amounted to $1.6 trln. Stock market sectoral structure had changed towards processing industries and IT. Thus, in 2007, the sectoral capitalisation of the oil and gas sector on the Russian stock market decreased from 60% to 48.6%, the share of the finance sector increased to 13.8%, metallurgy industry to 13.7%, electric-power industry to 13.4%, telecommunications to 7.9%.
During the period 2007-2008 the instability of interest rates on American and European markets continuously contributed to the global liquidity crisis. However, the effect of this impact was not proportional: the correlation ratio between developed markets and markets of BRICS was at 0.5 (see Table  4 ), in 1997-2007 it was 0.2-0.3. It reduced by 30% due to the increased stability of the BRIC markets. The international capital market responded adequately, to the strengthening of the BRIC economies and financial sectors, which became significantly more sustainable and stable with more confident global investors.
In 2007 (Accelor, EADS, GM) . At the same time there was growing competition between companies from developing economies on developed markets for High-Tech, leading edge, innovative technology, which was one of the last of the competitive advantages of developed economies.
Changes in the BRICS' investment strategies in 2000-2007
The BRICS investment strategies on the global capital market in 2000-2007 were quite different. While Chinese and Russian companies were still carrying out M&A in accordance with government initiatives, India's strategy favoured the conversion of major national companies into MNCs (Tata, Wipro, and Infosys Technologies). The period featured competition between world financial centres and a developing periphery which modified the national asset protection strategy. Developed countries erected barriers and limited investments into their High-Tech, automobile and building industries, harbours and port terminals from the United Arab Emirates, South Korea and BRICS countries. The countries of the BRICS block responded by introducing limitations on the volume of foreign investment into primary industries, defence industry and natural monopolies. Under such conditions only 30% of all M&As with companies from developed countries proved to be successful in BRICS (Russian Business Consulting 2008). Government protection measures weren't solely to blame, but also poor marketing by Western MNCs, which failed to identify the specific features of different segments of the emerging market economies.
1.4.
BRICS in the Financial and Economic Crisis of 2008-2009
The Globalised world economy responded to the crisis in the US economy by reducing exportimport deals with the BRICS countries. The World economy reached peak crisis in the middle of 2008. In 2008 the world GDP reduced by 6%, in developed countries it went down by 8%, in developing and emerging economies -by 4%, while the fall in the seven leading Eastern countries was half that of the "G7" (IMF World Economic Outlook Update June 17, 2011).
There are three reasons why the global crisis affected BRICS economies so deeply:
1. The economic structure of the BRICS group was based on different export markets. China focused on consumer goods, India -on IT technology and its components, Brazil -on agriculture, Russiaon hydrocarbon raw materials, and the RSA specialised on various natural resources. Their economies were export dependant, state budgets and total reserves including gold depended on the capacity and state of the economies in export markets. Since the USA regained (2016) their leading position in the World economy lost in 2013, the American economy became one of the main World traders and a price target for global markets of real and financial markets. As well as a key consumer for PRC, India, Brazil and RSA, US commodity markets directly affected their trade balances, causing deficits. Public and private companies received diminished currency profits, resulting in decrease in national investment and volumes of production. 2. A significant share of the financial and real assets of the BRICS countries belongs to companies and institutions of the financial centre. The crisis forced them to withdraw the assets in favour of parent companies, thus resulting in the fall of share prices, stock exchange indexes and increased pressure on national currency. 3. Due to the fact that spreads always grow in a crisis, international financial markets became less available for borrowers and issuers in BRICS countries. All the BRICS countries as well as the other G20 countries initiated their own anti-crisis policies. However, there were some common policies. Common policies included state support to financial and manufacturing sectors, promotion of internal demand and measures to prevent national currency strengthening. Specific policies in Russia included a focus on leading social programmes, surplus money sterilization, prevention of inflation growth, in China -national programmes to develop high technology, in India -focus on tax and monetary policy, in Brazil -tax cuts and national investment into infrastructure. The global financial economic crisis tested the stability of the BRICS financial and economic systems. Not only did these systems manage to overcome the crisis due to their hefty foreign exchange reserves including gold and the efficiency of their anti-crisis programmes, but it also proved that Chinese and Russian monetary policies adopted in 2000 aimed at accumulation of significant foreign currency reserves, binding surplus profits from export, were successful.
1.5.
The BRICS market during the post-crisis period The global financial and economic crisis of 2008-2009 hit all segments of the world financial markets. The average market reduction in volume and profitability amounted to 30%. However, emerging markets become even more stable as proved by the correlation coefficient (see Table 6 ). strengthening relationships between the BRICS and the West would help transitional economies and convert regional powers into global ones. The first practical step, which has been realized, was a currency swap agreement between 4 leading banks. A lot of the research was devoted to the role of cooperation and the BRICS model in achieving economic stability (Lin Yuegin, 2010, vol.1) . Politicians and experts on the BRICS think that the future of the alliance depends on the resolution of developmental problems. The article by Yuegin Lin lays down a theoretical basis and offers various trajectories for this development.
The BRICS: a view from India
Indian economists consider the BRICS through the prism of "green economy" (Yoginder K. 2011 (Yoginder K. , 2012 and study different models of cooperation and integration of the Indian economy into the global economy. One of the popular points of view is that China and India have to divide economic spheres in order to build a successful economic model. India, as the country with plentiful manpower, can focus on manufacturing, while China should concentrate more on the delivery of services to the domestic markets. Indian researchers have been cautious in their assessment of the influence that India has on the world economy (Jayati Ghosh, 2016) . In general, it is considered that the Indian economy (Ruchir Sharma, 2013. a, b) is more vulnerable than other BRICS countries to the outflow of foreign capital. Unlike other BRICS countries, India has not benefited from the depreciation of national currency, as it is not a main exporting country.
The BRICS: view from South Africa
After the accession of the Republic of South Africa to the BRICS in 2011, its experts developed their own vision of the future of the republic in the BRICS and in the African region. They state that Africa needs integration and that the Republic of South Africa can lead the integration process with the help of the alliance. Secondly, the reform of global governance should extend to international trade, development, energy and climate change. "Just as global decision-making no longer simply flows outward from the West, trade and investment patterns are also broadening" (Miller M Matola, 2012) . The majority of authors also emphasize the importance of restructuring the global economic system: "developing economies should be adequately represented in G20, IMF and World Bank positions".
Conclusions
The post-crisis development of the BRICS is characterized by the growth in financial risk. Economic growth rates in China as a driving force for the world economy will inevitably reduce due to the growth of inflation, wages and a decrease in labour productivity. High net present value (NPV) of 15-20% will be more and more difficult to ensure by the high level of internal rate of return (IRR) from investment projects. Growth potential will be restrained by the growth of total reserves including gold due to the low growth rates in the financial centre and government expenditures on modernisation. This trend for interest rate decline will be replaced by their increase, since maintaining low rates in the financial centre for a long time stimulates demand for the more risky assets of emerging markets. There is no insurance against asset stripping by TNCs and share funds as a result of fear of default in Greece, Portugal, Ireland, Italy and the USA sweeping the world banking system.
In 2000 a rapid inflow of capital into the BRICS debt instruments from international share funds led to a quality decrease in expert evaluation and investment ratings. Issuances of corporate bonds have reached a record level (since 2009) in the 1 st quarter of 2011 of $65 bln. (IMF WEO, 2011) and may replace high-yielding US corporate bonds. These financial instruments already have similar market capitalization, lower leverage and higher profit ratio. A new wave of investment into BRICS company capital will destabilize money markets and distort the rates. The fast growing Chinese real estate market also has a destabilizing influence on the global investor. It was this sector of economy that contributed to the financial crisis in Japan in 1990s.
The BRICS financial sector still has not dealt with deep and fundamental problems of stability and reliability of their banking systems. Solving these problems will strengthen the BRICS financial position and ambitions in global economy and politics.
Research limitation and direction for further research
Global money, debt and capital markets consist of developed and developing, regional and national segments. In the global financial and economic environment they are interconnected by money flows, benchmarks and correlation. Determinism of the behaviour of its participants has geo-economic, macroeconomic, microeconomic, marketing and geopolitical nature. This research aims at revealing the regularities of the development of BRICS markets. However, it is extremely difficult to consider all factors which affect market development as it requires complex fundamental technical analysis. Economic and mathematical modelling of extensive statistical sample might level subjective judgment, but the details of deals and transactions are confidential.
Further research in this area should be directed at developing an integrated approach to the analysis and identification of trends, presenting recommendations to the monetary authorities on the regularities of markets, developing proactive measures to withstand shocks of the markets of real and financial assets.
